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August 3, 1975 


UNITED ARAB EMIRATES 


Summary: The impact of increased oil revenues has imparted 
tremendous momentum to the fledging United Arab Emirates (UAE) 
economy. Despite a severe drop in Abu Dhabi oil production 

in January and February of this year and the widely publicized 
liquidity crisis in Abu Dhabi Emirate, the UAE as a whole 
should enjoy increased foreign exchange earnings in 1975 
approaching $5 billion. There is no doubt that the UAE will 
be a surplus oil exporter in 1975 as in 1974. But because 

the UAE is a new nation, politically as well as economically, 
these surplus funds are not controlled by any central govern- 
ment body. The emirates of Abu Dhabi, Dubai and Sharjah 
exercise complete control over oil receipts. The Abu Dhabi 
National Oil Company and the UAE Currency Board are also be- 
ginning to accumulate some of this surplus. 


The result is a wide variety of programs and projects with the 
goal of further exploiting the country's petrochemical industry; 
encouraging the private sector to invest in secondary and 
tertiary industries; and development of social infrastructure. 
The current and expected future level of expenditures to 
achieve these goals offer U.S. business significant oppor- 
tunities in trade, consulting, construction, and investment. 
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KEY ECONOMIC INDICATORS: UNITED ARAB EMIRATES 
(All values in millions of gollars unless otherwise stated) 


Year Ending Dec 31 
(Unless otherwise 


indicated) 
1973 1974 1975 % Change 

Income & Production 
Crude Oil Production (millions 
of barrels; June 30, 1975) 556.9 611.8 216.9 - 30.1 
Government Oil Receipts (Abu 1 
Dhabi only; June 30, 1975) $756.6 $3, 527.7 $1,308.7 - 23.2 
Money & Interest 
Currency Issued (April 1975) $ 76.3 $ 128.3 $ 144.2 + 61.1 
Private Deposits (demand, savings 
and time in local and foreign 
currency; February 1974-1975) N.A. $ 575.6 $1,490.1 +160.0 
Government Deposits (in UAE 
commercial banks in local and 
foreign currency; February 
1974-1975) N.A. $ 317.6 $ 770.6 +143.0 
Prime Rate N.A. 9% 9% - 
Average Rate (Mode) N.A,. 11% 11%! - 
Balance of Payments and Trade 
Exports (oil sector only): $923.2 $4, 285,07 N.A. - 

U.S. Share N.A. 8.5% N.A. ~ 
Imports: $835.6 $1,646.71 N.A. - 

U.S. Share 15.8% 12.0% N.A. - 
Official Foreign Exchange and 
Gold (April 1975) $ 90.7 $ 408.3 $ 784.6 +860. 07 
Foreign Assets of Commercial 
Banks (March 1975) N.A. $ 448.9 $1 ,533.7 +242.0 


Note: 1973 US$1.00=Dh 4.021; 1974 US$1.00=Dh 3.948; 1975 US$1.00=Dh 3.948 


5Embassy estimate based on incomplete official data. 
3Percent change between March 1974 (holdings=$81.6 million) and April 1975. 
Volume of UAE oil exported to U.S. 


Sources: Abu Dhabi Departmentsof Planning, Finance, Petroleum and Customs; 


UAE Ministries of Planning, Finance & Industry; UAE Currency 
Board; and Dubai Customs partment. 








CURRENT ECONOMIC SITUATION AND TRENDS 


The UAE economy has been described as a “macroeconomic nightmare" 
by the Financial Times. And not without reason. The UAE is 
barely four years old, an amalgamation of seven emirates whose 
economic life was severely parochial. Of these seven emirates, 
three are oil producers, but only one, Abu Dhabi, is an oil ex- 
porter of international stature. Thus the UAE economy has no 
past, and economic conditions vary widely, making future trends 
difficult to discern. On the other hand, the diversity of govern- 
ment policies and private sector activities cannot hide the fact 
that the UAE economy is structurally very simple. National income 
is earned through the export of oil and is spent on imports, in- 
ternal development, foreign assistance, or investment abroad. 


In 1974, the UAE exported 80 million long tons of crude oil, 
earning $4.2 billion in foreign exchange. Additional income is 
earned through Dubai's lively re-export trade, estimated at close 
to $500 million in 1974. This enormous growth (500%) over 1973 
was not only due to ever increasing prices for oil but also to 
the restoration, for much of 1974, of preembargo levels of pro- 
duction. In January and February of 1975, production again 
plummeted, from 1.8 million bpd to 1 million bpd. The drop was 
primarily due to an overpricing of Abu Dhabi oil in the face of 
surplus market conditions. By March, however, production once 
again began to inch up finally reaching 1.8 million bpd by June. 
Because of higher royalties and taxes, effective November 1, 1974, 
it is expected that oil sector foreign exchange earnings will leap 
to about $5 billion for 1975. 


Just as the oil sector is the most significant source of income, 
so the emirate and federal governments are the most significant 
determinants of economic activity. There is a close and statis- 
tically significant correlation between government development 
spending and the level of imports (R“ = .96) and there is little 
doubt that the government sector is embarked on an expansionary 
fiscal policy. Development expenditures by the Abu Dhabi and 
UAE governments have doubled every year since 1972 and in 1975 
will expand 110% to $1.31 billion. The Abu Dhabi budget alone 
includes the initiation of new projects with a total estimated 
cost of well over Dh. 2.5 billion. It is therefore unlikely that 
government expenditures will show noticeable decrease over the 
next two years. 


Other government activities are fueling demand. The UAE Govern- 
ment has started a development bank to stimulate private invest- 
ment, especially in the non-oil producing emirates. The Currency 
Board also has undertaken a program of lending on concessionary 
terms for development projects in these areas. The UAE Govern- 
ment also operates programs of public housing projects and social 
assistance cash payments. This not only encompasses the usual 
welfare payments to orphans and the disabled but cash incentives 


for each child sent to school and cash bonuses for every new- 
born child. 


Investment spending too is and will continue to rise. The 
private sector is becoming increasingly active, as investments 
are made in repair shops, building, cement batch plants, and 
poultry farms. 


The largest chunk of investment outlays is yet to come. The Abu 
Dhabi Department of Petroleum and Industry has under study at 
least seven different manufacturing facilities, such as tire 
factories, and has already agreed to the establishment of a steel 
rolling mill. Efforts by the various government bureaucracies 

are underway to develop non-petroleum mineral resources, fisheries 
and fish processing, and agriculture. The Abu Dhabi National Oil 
Company has ambitious plans for a petrochemical complex for the 
production of LNG, ammonia and urea fertilizers, plastics, and 

a direct reduction steel mill. 


All of this consumption and investment demand can only be satis- 
fied through imports, the value of which doubled from 1971 to 
1973, and doubled again in 1974 to reach $1.65 billion. On the 
basis of development spending alone, imports could be expected 
to increase in 1975 by 85%. The rise could even by greater when 
investment activities are considered. Although it is still too 
early to predict 1975 imports, Dubai's January 1975 imports in- 
creased by 103% over January 1974. 


UAE monetary policy has so far been subordinate to fiscal policy 
even though the latter has contributed to domestic inflation. 
While unable to take any measures to curb the growth of total 
domestic liquidity, the Currency Board appeared to gear the 
money supply (currency issued) to higher levels of transactions 
demand only. Thus, during 1974, currency issued rose only 68%. 
Government deposits (high-powered reserve money) remain under the 
control of the various emirate governments and it is these de- 
posits which fueled the growth of domestic liquidity. The banking 
system operates free of reserve or liquidity ratio requirements, 
but banks are hesitant to lend domestically because of risk and 
the structure of deposit liabilities. Their consequent excess 
liquidity has been channeled into foreign asset growth, a trend 
which the Currency Board facilitates (through a forward exchange 
market) as long as domestic liquidity needs are met. The Board's 
own holdings of foreign currencies increased remarkably as the 
result of two revaluation scares and as more government deposits 
are placed with the Currency Board rather than the commercial 
banks. 


The outflow of short-term capital has helped maintain a semblance 
of balance of payments equilibrium. The pressure for revaluation, 
particularly in March of this year, was sparkec by political con- 








siderations, i.e. that the UAE would follow the lead of Saudi 
Arabia and unpeg the dirham from the dollar. Interest rate 
speculation also played a role as Eurocurrency rates dropped 
below dirham rates. The speculative inflows were severe, but 
not piwionged. Economically there appears little justification 
for revaluation. Foreign aid expenditures are almost $l billion 
per year (1974 and 1975). The UAE is also a long-term lender 
with capital outflows in the form of direct investment in 
selected LDC's, dirham denominated private placements in Western 
Europe, plus portfolio investments in the United States, England 
and Japan. 


IMPLICATIONS FOR THE UNITED STATES 


The unprecedented growth of the UAE affords the American business- 
man with excellent opportunities for exports, participation in 
development projects, and investment. 


In terms of exports, the UAE is a larger market for U.S. goods 
than Kuwait but the U.S. has not kept pace with overall UAE im- 
port demands. The value of U.S. exports in 1974 increased 49.5% 
to almost $200 million while the market share dropped to 12%. 

This was the worst U.S. performance in the UAE's brief history. 
Preliminary figures indicate that U.S. exports will continue to 
increase at a slower rate than import demand. The declining 
market share is to a large extent the result of tradition. Even 
prior to the formation of the UAE, U.S. exports were concentrated 
in investment goods, particularly oil field equipment and con- 
struction machinery. Since 1974, these product categories con- 
Ssistently account for 85% of the total value of U.S. exports. 
Competition from Japan, however, is very keen, blunting U.S. 
growth in these product lines. At the same time, there is little 
or no growth of other U.S. exports such as food, clothing, semi- 
manufactures, household items or furniture. The reason for such 
Sluggishness probably lies in the fact that markets for such items 
are relatively thin and U.S. suppliers face higher transport costs 
than European competitors. 


Public sector development is concentrated on transforming the UAE 
into a modern urban society and spreading newly acquired wealth 
through provision of power, water, communications, educational 
facilities and health services. UAE growth has been so rapid 
that demand continually outstrips supply and it is expected that 
major projects will continue to be inaugurated: road building 
programs, port expansion and development, international airports, 
and the construction of public buildings. Both Dubai and Abu 
Dhabi are building large sports and civic center complexes; Abu 
Dhabi will soon have a design competition for an international 
conference and reception center. U.S. participation as architects, 
consultants, or contractors has so far been disappointing, with 
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only one major contract being won by a U.S. firm in the last 
18 months. As the scale of construction increases, there will 
be a definite need for specialized, highly qualified firms, a 
demand which can be profitably filled by U.S. business. 


Although government spending provides the primary impetus to 
economic growth, the UAE private sector is becoming increasingly 
active. Merchants are moving away from traditional trading to 
investment. In the early 1970's, this investment was in con- 
struction of houses, apartments, and commercial buildings. This 
activity may slacken in 1976 as demands for housing and office 
space are satisfied. More investment is taking place in repair 
and maintenance facilities and in import substitution production-- 
poultry farms and processing, paints and coatings, brick and block 
manufacture, light assemblies and aluminum fabrication. Much of 
this investment is still on a very limited scale and does not 

open up investment opportunities for U.S. firms nor large export 
markets for U.S. equipment. It is however, indicative of a trend 
which should be of increasing significance to the U.S. business- 
man. The UAE is attempting to stimulate private sector investment 
by providing free feasibility studies, financial assistance, and 
advice on corporate organization. A joint venture partner for 
larger projects is welcome, especially a partner which can con- 
tribute marketing expertise and export outlets. 


The petroleum sector is the most fertile ground for American 
business. Abu Dhabi, blessed with crude oil and massive associated 
and non-associated gas reserves, intends to make tremendous capital 
outlays over the next five to seven years. The executing agency 

is the Abu Dhabi National Oil Company which has already taken 
measures to move into downstream operations and utilize gas re- 
serves. Offshore, Abu Dhabi's LNG plant will come into operation 
by the summer of 1976. More ambitiously, the company is developing 
a petrochemical industrial complex in Jebel Dhanna, the present 
loading terminal for onshore crude. Plans call for a second LNG 
plant, an etheylene cracker, and ammonia and urea fertilizer pro- 
duction. Investment in the LNG and ancilliary shipping facilities 
alone is estimated at $1 billion. The company readily admits that 
its technical and managerial expertise lag far behind its ambition 
and is therefore actively seeking joint venture partners, inciuding 
Americans. American consultants have had notable success in 
building solid relationships with ADNOC (Arthur D. Little, 

J. McMullen & Associates, among others) providing an excellent 
foundation for expanding business relations with the United States. 
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CALL US 


WE’VE GOT THE ANSWERS 
TO YOUR MARKETING 
QUESTIONS WORLDWIDE 


Commercial and economic information responsible for a country or group of 
on most trading partners of the United countries as listed below. Assistance 
States is available from the Bureau or information about marketing in 
of International Commerce, U.S. De- these countries may be obtained by 
partment of Commerce. dialing these key people directly: 
The Bureau is organized geographically (202) 967 plus the given extension 
with a Country Marketing Manager 


Area Extension Far East 


Australia and New 


Africa 
; Zealand 3646 
Central Africa 3904 East Asia 5401 


East and South Africa aan Japan 2427 
West Africa South Asia 3137 


Europe Southeast Asia 3875 


Canada and Benelux Latin America 

countries 3848 Brazil 5427 
France 4504 Mexico, Central 
Germany and Austria 4414 America, and 
Italy and Greece 3944 Panama 5020 
Nordic countries 4601 Argentina, Uruguay, ¢@ 
Spain and Portugal 3957 and Paraguay 2428 
Switzerland, Yugo- Caribbean countries 

slavia and Turkey 2795 and remainder of 
United Kingdom 3713 South America 2995 


Special units within the Department of Commerce have been created to 
deal with particular marketing situations: 


Commerce Action Group for the Near East 
North Africa 


Near East 

Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, 

Qatar, Saudi Arabia. Syria, United Arab 
Emirates, Yemen Arab Republic 


lran, Israel, Egypt 


Bureau of East West Trade 


Eastern Europe 
USSR 
Peoples Republic of China 


U.S. DEPARTMENT OF COMMERCE e Domestic and International Business Administration 








